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2, the option does not meet the requirements 
of paragraph (b)(3) of this A–4. Neither does 
the option fit within any of the other in-
creases described in paragraph (b) of this A–
4. Accordingly, the addition of the option 
causes the contract, and consequently any 
distributions from the contract, to fail to 
meet the requirements of this A–4 and thus 
fail to satisfy the requirements of section 
401(a)(9).

Example 5. A participant (Z3) in defined 
contribution plan X attains age 701⁄2 in 2005. 
Z3 elects to purchase annuity contract Y3 
from Insurance Company W. Contract Y3 is a 
life annuity contract with a 20-year period 
certain (which does not exceed the maximum 
period certain permitted under A–3(a) of this 
section) with fixed annual payments increas-
ing 3 percent each year. The value of Z3’s ac-
count balance in Plan X at the time of pur-
chase is $110,000, and the purchase price of 
Contract Y3 is $110,000. Contract Y3 provides 
Z3 with an initial payment of $6,000 at the 
time of purchase in 2005. The total future ex-
pected payments to Z3 under Contract Y3 are 
$120,000, calculated as the initial annual pay-
ment of $6,000 multiplied by the period cer-
tain of 20 years. Because the total future ex-
pected payments on the purchase date exceed 
the account value used to purchase Contract 
Y3 and payments only increase as a constant 
percentage applied not less frequently than 
annually, distributions received by Z3 from 
Contract Y3 meet the requirements under 
paragraph (b)(1) of this A–4.

Example 6. The facts are the same as in Ex-
ample 5 except that the initial payment is 
$5,400 and the annual rate of increase is 4 
percent. In this example, the total future ex-
pected payments are $108,000, calculated as 
the initial payment of $5,400 multiplied by 
the period certain of 20 years. Because the 
total future expected payments are less than 
the account value of $110,000 used to pur-
chase Contract Y3, distributions received by 
Z3 do not meet the requirements underpara-
graph (b) of this A–4 and thus fail to meet 
the requirements of section 401(a)(9).

Example 7. (i) A participant (Z4) in defined 
contribution Plan X attains age 78 in 2005. Z4 
elects to purchase Contract Y4 from Insur-
ance Company W. Contract Y4 provides for 
fixed annual payments for 20 years (which 
does not exceed the maximum period certain 
permitted under A–3(a) of this section) and 
provides that, on any payment date, before 
receiving his payment due on that date, Z4 
may cancel Contract Y4 and receive as a 
final payment an amount equal to his re-
maining payments discounted with interest 
at 4 percent. The value of Z4’s account bal-
ance in Plan X at the time of purchase is 
$500,000, and the purchase price of Contract 
Y4 is $500,000. Contract Y4 provides Z4 with 
an initial payment in 2005 of $35,376. 

(ii) Under Contract Y4, the amount that Z4 
could receive upon cancellation of Contract 

Y4 as a final payment, for all possible can-
cellation dates, will always be less than the 
total future expected payments on such can-
cellation date. This is so because the total 
future expected payments on any such can-
cellation date is equal to the remaining pay-
ments on such date, not discounted, an 
amount always greater than the final pay-
ment amount of these same remaining pay-
ments, discounted at 4 percent. 

(iii) The total future expected payments to 
Z4 under Y4 are $707,520, calculated as the 
annualized initial payment of $35,376 multi-
plied by the period certain of 20 years. Be-
cause the total future expected payments on 
the purchase date exceed the account value 
used to purchase Contract Y4 and it is not 
possible for a final payment under Contract 
Y4 to ever exceed the total future expected 
payments on the day of such final payment, 
distributions received by Z4 under Contract 
Y4 meet the requirements under paragraph 
(b)(4) of this A–4. 

(iv) As an illustration of the above, if Par-
ticipant Z4 were to elect to cancel Contract 
Y4 on the day he was due to receive his elev-
enth payment, his contractual final payment 
would be $298,408 (including the $35,376 he 
was due to receive on that day) which is less 
than his total future expected payments on 
that date ($353,760). These amounts are deter-
mined as follows. On the day Z4 was to re-
ceive his eleventh payment, Z4 was entitled 
to receive ten future payments of $35,376 (in-
cluding the payment he was due to receive 
on that day). The discounted value of an an-
nuity of ten payments of $35,376, with the 
first payment due on the date of the calcula-
tion of the discounted value, and a discount 
rate of 4 percent, is $298,408. The product of 
the payment amount of $35,376 multiplied by 
10, the number of future payments to which 
Z4 would be entitled on the day Z4 was to re-
ceive the eleventh payment, is $353,760.

Example 8. (i) The facts are the same as in 
Example 7 except that the annuity provides 
an option for partial distributions of less 
than the final payment amount (the max-
imum distribution), with payments following 
such a partial distribution reduced by multi-
plying the otherwise applicable future pay-
ments by a fraction, the numerator of which 
is the excess of the final payment amount 
over the amount of the partial distribution 
and the denominator of which is the amount 
of that final payment. For the purposes of 
determining this ratio, the denominator is 
reduced by the amount of any regularly 
scheduled payment due on the date of partial 
distribution. This partial distribution option 
meets the requirements of paragraph (b)(5) of 
this A–4. 

(ii) To illustrate the workings of this par-
tial distribution option, assume Z4 takes a 
distribution of $100,000 on the date he was to 
receive his eleventh payment of $35,376. In 
such a case, under this partial distribution 
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